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Chinese economy is now during the transitional period, and there are many 
characteristics with Chinese audit market. First, the CPAs firms are relatively small 
compared to the big 4, and the quantity is large compared to the number of Chinese 
listed company, so the competition among CPAs firms is severe. Second, the CPAs 
firms were affiliated to government at the beginning, so even since the disaffiliation 
program, government still has heavy influence on external auditors. Third, the big 4 
can enter Chinese audit market by several ways, such as the form of joint ventures. 
Fourth, most of the listed companies were transformed from traditional state-owned 
enterprises; there are close ties between them. Fifth, the corporate governance 
mechanism of listed companies is far from perfect. Sixth, the legal environment of 
Chinese market is loose. And so on. These characteristics may influence the audit 
process, and it is necessary to investigate the audit quality in such environment as 
China. The results will be useful for the policy-makers to make related policies to 
improve audit quality and information quality, to insure the healthy progressing of 
Chinese security market. Since the characteristics of transitional economy of China 
are common in most developing countries like China, this study may have special 
reference to other emerging markets. So the topics investigated here means a lot to 
practice and academic. And this study enriches the literature of audit quality. 
It is well-known that the higher the audit quality, the higher the ability in 
deterring opportunistic earnings management, and the less earnings management in 
listed companies’ reports. So we can investigate the audit quality of CPA’s firms by 
investigating the listed companies’ earnings management. In this dissertation, for 
detail, I investigate the audit quality of CPA’s firms in China that audit the listed 
companies from the view of accounting information quality, or in other words, from 
the view of CPA’s firms’ ability in deterring opportunistic earnings management. The 
CPA’s firms investigated include the joint ventures of big 4, top10, non-top10, local 
firms, non-local firms, the firms that have the right to execute complementary audit 
and the firms that do not have the right. And I also investigate the influence of the 
client’s importance on the domestic firms’ audit quality. The conclusions are as 
followed, 
(1) Compared between the joint ventures of big 4 and the domestic top10, for the 













deterring opportunistic earnings management than the domestic top10. For detail, 
limited to the earnings management through accruals, the joint ventures of big 4 do 
not show higher ability than the domestic top10; Limited to the earnings management 
through non-operating items, the joint ventures’ ability in deterring opportunistic 
earnings management is weaker than the domestic top10. From these findings, we can 
say that big 4, that are known as high quality auditors in the world, do not show 
higher audit quality in China, sometimes even lower.  
(2) Compared between the domestic top10 and the non-top10, for the total 
earnings management, the domestic top10’s ability in deterring opportunistic earnings 
management is weaker than that of the domestic non-top10, in other words, the audit 
quality of the domestic top10 is lower than that of the non-top10. For the earnings 
management through accruals and through non-operating items respectively, the 
results are inconsistent. Limited to the earnings management through accruals, the 
domestic top10’s ability in deterring opportunistic earnings management is lower than 
that of the domestic non-top10’s; Limited to the earnings management through 
non-operating items, the domestic top10’s ability in deterring opportunistic earnings 
management is higher than that of the domestic non-top10’s. The inconsistent findings 
show that in China’s current audit market, the audit quality of large firms is not 
necessarily higher than that of the small ones, and the firm size may be not a good 
proxy of audit quality in current audit research in China. 
(3) For whatever kind of earnings management, non-local firms’ ability in 
deterring opportunistic earnings management is higher than that of local firms’. And 
this finding shows the audit quality of non-local firms is higher than that of local 
firms. 
(4) From the joint test of firm size and locality, among the domestic firms, for the 
total earnings management, the results do not show which kind of CPAs firms’ audit 
quality is the highest, but only show that the audit quality of local firms is lower, 
which is consistent with the previous findings. For the earnings management through 
accruals and through non-operating items respectively, the results are inconsistent. 
Limited to the earnings management through accruals, the local-top10’s ability in 
deterring opportunistic earnings management is lowest, in other words, from the 
ability in deterring opportunistic earnings management through accruals, the audit 













non-operating items, local-nontop10’s ability in deterring opportunistic earnings 
management is the lowest, in other words, from the ability in deterring opportunistic 
earnings management through non-operating items, the audit quality of 
local-nontop10 is the lowest. 
(5) Among the domestic firms (excluding the joint ventures of big 4), important 
clients are given more flexibility in earnings management, and this shows that CPAs 
firm’s economic dependence on important clients dominates reputation protection in 
China. 
(6) For whatever kind of earnings management, the ability of CPA’s firms that 
have the right to execute complementary auditing, in deterring opportunistic earnings 
management, is lower than that of the firms that do not have the right. 
(7) Listed companies do not hire CPAs firms randomly, but select CPAs firms 
according to their own characteristics or motives. So this lead to a potential 
self-selection bias in the test for the association between audit quality and earnings 
management. And the results show that it is necessary to address this bias.  
The main contributions of this dissertation include:  
(1) I systematically investigate the Chinese CPA’s firms’ audit quality, and find 
that firm size is not a good proxy for audit quality, the well-known high audit quality 
firms do not show higher monitoring strength in deterring opportunistic earnings 
management, the non-local firms’ audit quality is higher than local firms’, and CPAs 
firm’s economic dependence on important clients dominates reputation protection in 
China. 
(2) Referred to the latest achievement of research on earnings management, I add 
a performance proxy to control its effect on discretionary accruals when using the 
Jones model to catch earnings management. 
(3) Among domestic related literature, this dissertation is the first to address the 
potential auditor self-selection bias. In current Chinese listed companies, managers 
not only make the earnings management choice but also have discretion in auditor 
choice, and this leads to a potential self-selection bias in the test for the association 
between auditor and earnings management. The results support the importance of 
controlling for the self-selection bias.  
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